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16.404 Fixed-price
award fees.

(a) Award-fee provisions may be used
in fixed-price contracts when the Gov-
ernment wishes to motivate a con-
tractor and other incentives cannot be
used because contractor performance
cannot be measured objectively. Such
contracts shall—

(1) Establish a fixed price (including
normal profit) for the effort. This price
will be paid for satisfactory contract
performance. Award fee earned (if any)
will be paid in addition to that fixed
price; and

(2) Provide for periodic evaluation of
the contractor’s performance against
an award-fee plan.

(b) A solicitation contemplating
award of a fixed-price contract with
award fee shall not be issued unless the
following conditions exist:

(1) The administrative costs of con-
ducting award-fee evaluations are not
expected to exceed the expected bene-
fits;

(2) Procedures have been established
for conducting the award-fee evalua-
tion;

(3) The award-fee board has been es-
tablished; and

(4) An individual above the level of
the contracting officer approved the
fixed-price-award-fee incentive.

[62 FR 12696, Mar. 17, 1997]

contracts with

16.405 Cost-reimbursement incentive
contracts.

See 16.301 for requirements applicable
to all cost-reimbursement contracts,
for use in conjunction with the fol-
lowing subsections.

[48 FR 42219, Sept. 19, 1983. Redesignated at
62 FR 12696, Mar. 17, 1997]

16.405-1 Cost-plus-incentive-fee con-
tracts.

(a) Description. The cost-plus-incen-
tive-fee contract is a cost-reimburse-
ment contract that provides for the
initially negotiated fee to be adjusted
later by a formula based on the rela-
tionship of total allowable costs to
total target costs. This contract type
specifies a target cost, a target fee,
minimum and maximum fees, and a fee
adjustment formula. After contract
performance, the fee payable to the

16.405-2

contractor is determined in accordance
with the formula. The formula pro-
vides, within limits, for increases in fee
above target fee when total allowable
costs are less than target costs, and de-
creases in fee below target fee when
total allowable costs exceed target
costs. This increase or decrease is in-
tended to provide an incentive for the
contractor to manage the contract ef-
fectively. When total allowable cost is
greater than or less than the range of
costs within which the fee-adjustment
formula operates, the contractor is
paid total allowable costs, plus the
minimum or maximum fee.

(b) Application. (1) A cost-plus-incen-
tive-fee contract is appropriate for
services or development and test pro-
grams when—

(i) A cost-reimbursement contract is
necessary (see 16.301-2) and

(ii) A target cost and a fee adjust-
ment formula can be negotiated that
are likely to motivate the contractor
to manage effectively.

(2) The contract may include tech-
nical performance incentives when it is
highly probable that the required de-
velopment of a major system is feasible
and the Government has established its
performance objectives, at least in gen-
eral terms. This approach may also
apply to other acquisitions, if the use
of both cost and technical performance
incentives is desirable and administra-
tively practical.

(3) The fee adjustment formula
should provide an incentive that will
be effective over the full range of rea-
sonably foreseeable variations from
target cost. If a high maximum fee is
negotiated, the contract shall also pro-
vide for a low minimum fee that may
be a zero fee or, in rare cases, a nega-
tive fee.

(c) Limitations. No cost-plus-incen-
tive-fee contract shall be awarded un-
less all limitations in 16.301-3 are com-
plied with.

[48 FR 42219, Sept. 19, 1983. Redesignated at
62 FR 12696, Mar. 17, 1997, as amended at 62
FR 44815, Aug. 22, 1997]

16.405-2 Cost-plus-award-fee con-
tracts.

(a) Description. A cost-plus-award-fee

contract is a cost-reimbursement con-

tract that provides for a fee consisting
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